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Mr. Scuuttz: Before we talk about controls and take our stock on 
these, I wonder if we might stop for a moment here and set the stage | 
by at least describing what we think we see in terms of the American | 
economy and quite specifically what has happened—how good and 
how bad our price programs have been. Has the food sector and has 
the farm sector been performing, let us say, since the war? 


Mr. Mitcuety: I think that we need to consider how prosperous 
agriculture is, why it is prosperous, and particularly where it is not. |) 
There are some important parts of American agriculture which pros- 
perity has passed by. i 


Mr. Scuuttz: Let me state just one basic fact which might be im- 
portant in taking our bearing. Since Korea both farm prices and food 
prices have risen 10 per cent. Farm prices rose much more than that 
at the outset, but they now have come back and have been dropping 
rather substantially in recent weeks—in fact, in recent months. Food 
prices also have been dropping in recent weeks, and a close check will 
show that we are now about 10 per cent above 1950 prices in both sets. | 

Prices are, of course, substantially higher, both sets, than they were |i 
in 1940. They not only have doubled; they have gone up almost two |) 
and a half times. This is the general inflation which has been a part | 
of the scene. | 

Taking this as our setting, we are aware, I am sure, that we have |) 
had such matters as a potato episode, which we have to make a part of | 
this description; and surely one would not say that this was a desirable | 
outcome. There is also the dried-eggs experience. | 

I am trying to “needle” you now, Mitchell, a little bit in this de- 
scription and to give the other side of the account. We have been selling | 
our wheat abroad at about 70 to 75 cents less than American prices. } 
I do not know if you call that “dumping,” but we have been sending 
out several hundred million bushels in this way. Do you want to take | 
over and say where it has done so well? 


Mr. Mircueti: You are bringing up many of the complexities which }| 
we face today in any important national problem. Farmers sometimes }| 
feel guilty about accepting price supports and being subject to the | 
various controls which have been set up. The economic system under } 
which we operate in this twentieth century is not an economy in which | 
free and perfect competition automatically occurs. 
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Mr. Scuuttz: But may I still ask: Can we agree on what we have 
yn our hands, you see, rather than passing judgment on the system ? 


Mr. Mircretx: I do not know whether we can or not. The agree- 
ment, I think, we could reach is the fact that what we are looking for 
mm American agriculture is the most efficient utilization of all our re- 
ources, human and natural. We should be able to agree on decent 
evels of living for the farm people, and we should be able to agree 
hat we will want to accomplish these things with the least possible 
mterference with private decisions. 


Mr. Scxutrz: But let us stay in this descriptive area still. Let me 
ask if you would agree with me, Clark, looking at us from the van- 
age point of other countries, seeing us from afar and from perhaps 
1 better perspective. I would have said that the American farm sector 
of the economy has turned in a remarkable performance on production 
n the last five, six, or seven years and that there has been really no 
rious mallocation of resources because of price supports, let us say. 
Would you have felt the contrary, looking at us from ten thousand 
niles? 


Mr. Crark: Keeping out of American politics, Schultz, because for 
me to get involved in politics would be a gross abuse of the very 
yenerous hospitality I have received from the American people, and 
1s you have asked me a general question, I must still say that I am not 
1appy about the way American farm policy is going. It is not so much 
he episodes which have happened already; it is what I think may be 
n store for you if you continue on your present policy. I would like 
o see Americans drop it all and start over again. 


Mr. Scuutrz: Would you spell out a bit just what you mean by that? 


Mr. Crark: To put it plainly, I am surprised that a people who be- 
ieve in free enterprise like the Americans do should be so anxiously 
tempting to abolish free enterprise in farm marketing and farm pro- 
luction. Furthermore, I think that it is a very serious matter to ask 
he farmer to give up his right to sell as he wishes and to produce as he 
vishes. You may remember what Lenin said in the opening stage of 
he Russian revolution. He said that if he could get control over the 
narketing of farm products and if he could control the distribution 
f food to consumers by means of a system of rationing, then he would 
ave the Russian people at his mercy. Now, I do not see any Ameri- 
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can Lenin in the field at present or in the near future, but I do think | 
that you are going in the wrong direction in establishing a system of 
excessive control. You have built up a Department of Agriculture 
which is much too large, much too powerful, spending too much money 
—in fact, the biggest organized bureaucracy in the Western world. The 
decisions to buy and sell are often made not as a businessman would 
make them, by judging the state of the market, but are made on 
bureaucratic and political grounds. When they are made that way, 
they are almost always made wrong. 


Mr. Scuuttz: This is a very strong statement, Clark, and I have rd 
press you for evidence that this is true because I cannot accept just a) 
general assertion as a description, even though this enunciates a kind 
of a policy and a drift. But just a moment on that. I imagine, Mitchell, 
that from what you said at the outset you feel so strongly to the con- 
trary that you ought to have your inning now. How would you put 


your case? | 


Mr. Mircuety: Clark has said that he is amazed at the American | 
people, who profess to believe so much in the free-enterprise system, 
going so far from it. I am amazed that Clark has that idea of what 
the American people believe. Actually, I think that the American 
people, and in particular the farmers, recognize that our so-called free- 
enterprise system has extensive modifications. Our economy has some 
competition; I am glad that it has; but a great deal of modified, im- 
perfect, or monopolistic competition helps run our system. It is a system 
full of controls, public and private, monopoly, patents, tariffs, trade- 
marks, labor-union power, farm organization power, fair-trade acts 
which abolish price competition, and many other noncompetitive fac- 
tors. 


Mr. Scuutrz: What is the relevance to the agriculture? 


Mr. Mircuey: Farmers, seeing that they cannot leave their fate en- 
tirely to competition in a world where the rules of pure competition 
are not followed, seek protection in controls or subsidies or govern- 
mental assistance on their own. The answer is not, as some people 
claim, to go back to a control-less world of our simple economics text- 
books. That is not possible, even if we wanted to—and I think Clark 
agrees, 

We probably do not want completely free competition because, if we 
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d, we would have to abolish mass-production industry in America 
d a lot of other things. No, the answer is to recognize that our so- 
sty is what it is—a complex society of assisted laissez faire where vari- 
is economic controls are going to continue to be exerted. The question 
the twentieth century is not whether we are going to have controls 
not; the question is who is going to do the controlling and how can 
ntrols and interference with human action be kept at a minimum, 
th private and governmental. 


Mr. Scuuttz: I ought to warn at least those who listen to us and 
u, too, Mitchell, that what you say is extremely strong. I would find 
yself, I think, almost completely in disagreement with it as a de- 
ription of the society which has emerged in the American economy. 


Mr. Mircueri: Let me interrupt. It does not mean that I am for 
ore controls or higher food prices. It just means that we cannot de- 
Je what is a correct policy for American agriculture by harking back 
so-called free enterprise, free competition. 


Mr. Scuuttz: But these statements are in such a level of generality 
at I do not see that they have meaning unless each of you, with re- 
ect to your line of thought, gives them content. Perhaps I ought to 
ve you an opportunity to do this and indicate what modifications or 
alifications you introduce as you bring this down to earth. Then 
hall want to ask you each at least one or two specific questions to see 
yw you would deal with the problem implied. 


Mr. Crark: I would be willing to accept as true a good deal of what 
itchell has said, and I am not appearing before you as an unqualified 
vocate of a completely uncontrolled economy. In fact, I think that 
ere is a good deal of the economy which should be controlled but 
t most farm products in my opinion. 

Where controls are mostly needed is, in the first place, where it is 
cessary to regulate any excessive economic power in private hands 
d particularly where you are dealing with large-scale organizations 
1ich you find particularly in fields like transport, heavy industry, 
d finance. But most of agriculture does not involve large-scale organi- 
tion and, therefore, in my opinion, should be left to perfectly free 
terprise. 


Mr. Scuuttz: But again you are asserting a very general conclusion 
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here, and I wonder if I may just press on you one or two rather spe- 
cific issues to see whether you can accept these. Let us take this one: 
In the depression which started to unfold itself in 1949 and 1950 in this 
country, which worried some people that it might run to a far-reaching 
one with five million unemployed, the support prices in agriculture 
started to take hold, and the government in rather short order absorbed 
three to four billion dollars worth of products from the 1949 crop and 
part of the 1950. These very rapidly then reappeared in the market after 
Korea. But, leaving the Korea episode out now and looking at this 
from the vantage point again that you have, Clark, of the world and 
raw-material prices and their sharp, violent movements in response to 
American cyclical movements, was this action in support prices in 1949 
and 1950 wholly undesirable, wholly bad? It may have turned back 
a depression beginning. 


Mr. Crarx: This was a mixed bag. 
Mr. Scuu tz: Spell it out. 
Mr. Crark: I think that storage of grain was probably desirable. 


Mr. Scuuttz: I am talking about the price index now. Should these 
raw-material prices have been allowed to go 25 per cent cheaper, 35 
per cent, 50 per cent, as they probably might have at that time? 


Mr. Crarx: We cannot really answer that until we get onto the ques- 
tion of export trade. 


Mr. Scuuttz: But leave the export trade aside. You see, in a real 
sense, we put a floor under this class of raw materials at that time, 
and this certainly is a class of commodities which has very large, vio- 
lent movements in relation to the American business cycle, if you want 
to call it this. 


Mr. Crark: That is true, but I think that the only remedy for that 
is international commerce, and trying to fix a floor on a purely Ameri- 
can basis, I think, will lead to trouble. Mind you, I think that there 
is a need to keep a certain minimum storage, if only to meet war 
emergencies, quite apart from climatic emergencies; but I do think 
that you can do that much more simply by some form of subsidy or 
loan to private merchants. 


Ne eee ee ee Naa a a a ee ae eS eae a ae ee Se eee 


Mr. Scuuttz: Yes, but leave aside the storage thing. You are saying 
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in principle that, come what may in terms of depressions, whether it is 
of the 1949 variety or much more serious, you would not be concerned 
about how far raw-material and farm-product prices dropped. Is this 
what you are saying to me even in light of the experiences through 


which we have been and the world has been in the last three or four 
decades? 


Mr. Crarx: All I can say is that, I think, for as far ahead as we can 
see I cannot see any very serious depression. 


Mr. Scnurrz: But this may beg the question. I am asking the ques- 
tion in light of the depression such as we had in 1949 or something 
worse. If we have no depression, then, of course, the question is irrele- 
vant and meaningless. 


Mr. Crarx: If I am wrong and if there is a serious depression ahead, 
well, by all means, take action to help the farmers in their trouble, and 
give them income assistance, but do not build up these unmanageable 
stores or surpluses as you did in the past. 


Mr. Mircuett: I would like to point out, Clark, that you said that 
storage of storable commodities should, in your opinion, properly be 
taken care of privately. Does that mean that you would admit that 
support of prices of perishable commodities will have to continue to be 
a governmental proposition? 


Mr. Crark: No; I do not think that it is the job of any government to 
support prices of perishable commodities. But I had better give away one 
or two points, Mitchell. I think that in the case of extremely perish- 
able commodities, like fruit, the market cannot be left entirely to itself. 
Some regulation is necessary. In some cases, I understand that it is done 
voluntarily by farmers’ cooperatives. That is the case in Australia, too, 
and it works fairly well. I do think that there are one or two other 
farm industries, particularly the growing of sugar, whether cane or 
beet, which involve such large-scale organization and certainly need to 
be regulated. And probably where you are dealing with a commodity 
with a very “sticky” market, like potatoes, some regulation is neces- 
sary. 

Mr. Scuuttz: What do you mean by “sticky”? 


Mr. Crarx: Even when prices are very low, it is hard to get people 
to eat more potatoes. 
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Mr. Mircrett: You have given me one point. I wonder if you will 
give me another. It seems to me that price policy should be considered 
only as one portion of a much broader problem of agricultural policy 
in politics. We are being misled seriously by the simple belief that price 
policy is the main problem. I think that price, plus production adjust- 
ments in our nation, particularly among the low-income farmers, plus 
consumer education, consumption adjustments—action programs like 
school-lunch plans, in-plant feeding, food stamps—all these are facets 
of the complexity which is American agricultural policy. 


Mr. Crarg: The phrase “production adjustment” does not sound 
too good to me. It is the phrase which they use in Russia when they 
are ordering a farmer off his farm. 


Mr. Mircuety: I will object both to that and to your earlier refer- 
ence to Lenin. Production adjustment is this to me: I worked for the 
Farm Security Administration during a period in which we, through 
credit and supervision, induced a lot of low-income, less well educated 
farm people throughout this nation to get out of a one-crop cotton 
culture in which they were going broke year after year... 


Mr. Crarxk: That is all to the good. 


Mr. MitcHeELt:... into the production of livestock products. That is 
what I mean by “production adjustment.” 


Mr. Crark: That is very good. 


Mr. Scuuttz: Let me turn on you for a moment, Mitchell. Earlier 
in the discussion you took the view that what we have on our hands 
in agricultural policy, particularly on prices, is really quite a desirable 
achievement. You come from the wheat country and know a great deal 
of what is unfolding there. I would expect that from where we have 
the prices set now and from the way that the new law was extended 
when the Congress just recently adjourned and put in the 90 per cent 
mandatory parity, the way this will work out in wheat is that we are 


moving very rapidly to a very large carry-over and surplus in wheat 


and that we are headed for real difficulties as a consequence of the 
way we are going to price wheat relative to other products in the 
American scene as a whole. You may not accept my interpretation 
of what is in process here. 
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Mr. Mircuett: I will accept this. I will even admit that we might 
have what we call surpluses of wheat. 


Mr. Scuuttz: We are heading for a 600-million-bushel surplus. We 
are heading maybe in a couple of years to a 700- or a 800-million-bushel 
surplus. I should say that surely on wheat we have got relative prices 
out of balance—that is, prices out of relationship one to the other—and 
that we are beginning to give very bad instructions to a part of Ameri- 
can agriculture by this pricing policy. I do not want to generalize this 
because this is not true of many other parts of American agriculture 
as relative prices stand. But this is true, and wheat is still a very 
important part of the American scene. Wheat is one of the commodi- 
ties in which we are particularly strong competitively if we would 
allow the competitive process to work a bit more. And yet you still say 
that this whole thing is working out rather well. How do you 
square these things? 


Mr. Mircuett: I think that you have indicated my answer in your 
use of the word “balance.” You say that it seems that we might be 
getting out of balance on wheat—that is, some time within the next 
few years. It is entirely probable that we might be, in which case we 
will have to find some way to use wheat to dispose of it. I am in favor 
myself so long as there are hungry people in the world—and appar- 
ently there are and will be for a long time—of entering into some sort 
of international agreement with regard to the disposal of surplus food 
products, such as the International Commodity Exchange which was 
talked about at one time in the United Nations but never adopted— 
a system in which our surplus wheat for some time to come would be 
put into the mouths of people who need it through processes not in- 
volving ordinary channels of trade, because these are people who cannot 
afford to buy wheat anyhow. 

Mr. Scuuttz: Since Clark had a hand in some of these ideas, he 
might even join you at this point. Then I would find myself in a 
minority of one, because I think that this is not the way to establish 
international trade. 

Mr. Crarx: That is true; I did sign the report recommending this 
commodity exchange, but I never thought that it would represent more 
than a minor alleviation. 


Mr. MircHety: Only a temporary solution? 
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Mr. Crarx: Yes. The really big issue is—well, I need not tell you 
because I think that every American knows it—foreign trade. Big 
American exports are only possible if the rest of the world has dollars 
with which to buy them—either earning them by imports to the 
United States or by receiving them in the form of loans from America. 
I think that it is important that the American market should be open 
to imports of farm and other products; but for some years it would 
not make very much difference. It would not give the rest of the 
world much additional purchasing power. So, we are back to the 
question of American loans to pay for these exports. 


Mr. Scuutrz: You give too much away now of your own case, Clark, 
because I should argue that America’s agricultural economy ties into 
the world economy, both in exports at so many points, and should in 
imports, that the effect of this in reestablishing a world trading com- 
munity for the West is not to be dismissed as small, even though it 
will not do much immediately on the dollar problem, as you have said. 
But the very effort to reestablish a world economy here in the sense of 
relative prices in this country being somewhat attuned to relative prices 
in the Argentine and Australia, consuming countries abroad, and so 
on, would be important. We do import a lot of food really. We ought 
to be importing our better animal products which are highly processed, 
the cheeses, the better meats. Where we have really comparative ad- 
vantage, in my judgment, compared to what was true in 1935 or 1940 
is in the case of wheat and cereals generally, and these could well go 
into export at our profit. 

This wiil not solve the larger problem in which we need capital 
movements, as you imply, Clark, but this is where I see one of the 
real damaging aspects of our present price policy. It is in a real sense 
destroying our capacity to relate ourselves to a world trading com- 
munity outside. 


Mr. Crark: Yes, that is very true. 


Mr. Scnurrz: And I would not like to have you throw this argu- 
ment away in your own case. 


Mr. Mircuexr: Let me say that the American farm politicians would 
probably say, “Yes, international trade is important, but the well-being, 
the level of living, the productive health of our American farm econ- 
omy is probably too important to let the little tail—the foreign-trade 
tail—wag the big dog.” That is not to say that foreign trade in agri- 
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cultural products is unimportant; but I think that if society, through 
‘ts political system, is presented with the choice of letting foreign trade 
20 the free-market way or of supporting foreign trade in some way, 
while keeping American income and level of employment up, we will 
orobably change our natural laws of foreign trade, just as we have 
changed our natural laws of economics. 


Mr. Scnuttz: Whose incomes are we keeping up here? In the case 
of most of these products which would be under discussion in the 
trading sense (let us leave tobacco out for a moment, and we might 
even leave cotton aside) I should argue that most of the farmers who 
are benefiting from these particular price efforts that you call now 
“holding them so we do not have foreign trade,” are, in the welfare 
sense, high up on the economic scales. They are well above the aver- 
age in the American scene. 


Mr. Mitcuert: That is unfortunately true. The greatest benefits of 
the price supports go to the higher-income farmers. 


Mr. Scuuttz: Well, it is fortunate that they are so well off. 


Mr. Mitcuett: Yes, but it is unfortunately true that the American 
taxpayer is in effect subsidizing some fairly well-to-do farmers. But 
farm politicians, congressmen from farm states, tell me that they will 
continue to vote for a high price level for support of American agri- 
cultural prices, even knowing that that does not solve our American 
agricultural problem, until somebody comes up with a better solution. 


Mg. Scuutrz: For my taste the unfortunate aspect of the whole drift 
in recent years in farm policy is that the very people—the one or two 
million farmers in American agriculture who are really very far down 
in the income ladder—who are really very poor are for all practical 
purposes by-passed. There is no concern about them—and that is true 
of both political parties and all the “deals” which we are having. 

Clark, there is one point, though, that worries me very much which 
you mentioned as we went along and to which I want to come back. 
There is implied in what you say on agriculture in which the individ- 
ual farmer will have to get enough capital and enough size in his firm 
so that the firm itself can go through these very wide movements in 
prices. For example, in the case of potatoes, the price may go from 
Gfty cents to two dollars and a half. These things strike and hit, and 
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they may come in a row, as they often do in the case of bad crops. 
A farmer may have six or seven years of crop failures and then have 
very good crops. How can the individual farmer have enough capital 
or reserve to get through these bad years? Or in the case of the 
marketing problem in lettuce, it may well mean firms of a million 
dollars to take the risks involved. That is certainly not a family farm. 


Mr. Crarkx: I did not mean it that way at all. It is true that you 
cannot leave the farmer completely in the nude to look after himself, 
but I do think that all the necessary protection can be got by farmer 
cooperatives; and I would much rather see them voluntarily organized 
than regulated from Washington. 


Mr. Scuuttz: I wish that you would evolve this. I do not see how 
the cooperatives can store against the kind of violent weather which 
we have in the Plain states. 


Mr. Crark: They can carry financial reserves every year. 


Mr. Scuuttz: But they have shown no capacity of holding storages 
against the great changes in production which have characterized the 
American Plain states. This is continental weather, and it is nothing 
which is known in western Europe at least. 


Mr. Crark: The farmers’ cooperatives in Australia have been much 
more successful and without unnecessary regulation. 


Mr. MircueE xt: It seems to me that our Congress has been unwilling 
in the past few years to consider welfare problems, such as production 
adjustments in agriculture and the problem of consumption improve- 
ment. They have been willing to devote a lot of attention to price. 
That is only one-third of the problem. I hope when this election is over 


we can once again start debating the welfare of America’s agricultural 
producers. 


Mr. Scuuttz: In the Rounp Taste today I am afraid we have not 
really resolved the question of farm prices and food prices for you. 
There are clearly very wide differences of views among us. We have 
merely touched upon the important aspect of international trade as it 
relates to the American scene. We have really not been able to carry 
this whole analysis through to the consumer. Perhaps we have simply 


suggested that the problem does have many facets which we will have 
to leave for another day. 


A BRIEF HISTORY OF FARM PRICE-SUPPORT 
LEGISLATION* 


* 


Early Farm Programs Were a Response to the 
Collapse of Farm Prices 

“HREE decades of agricultural policy making have been dominated 
”y the severely depressed condition of agriculture which followed 
Norld War I and by fear of its repetition. From the price breaks of 
May 1920 to the federal legislation of May 1929, there was a continuous 
truggle to get the Federal Government to assume responsibility for 
iding farm commodity markets. It was argued that this market was 
uighly sensitive to sharp changes in agricultural supply or consumer 
lemand and was at that time suffering from a severe and persistent 
lepression as a result of world war disturbances. 

In the Agricultural Marketing Act of 1929, the Congress undertook 
o meet this situation by improving marketing arrangements. It sought 
yarticularly to strengthen cooperative associations, giving them financial 
id as well as technical assistance in the “orderly marketing” of products 
vhich from time to time swamp current markets.... 

The Agricultural Act of May 1933 marked a distinct departure from 
he Marketing Act of 1929. In this Act the Federal Government, in the 
nidst of deep depression, extended its anti-deflationary effort into what 
yroponents called a move toward “reflation.” The stated objective was to 
stablish the same ratio between things the farmer sold and things he 
ought as had obtained between August 1909 and July 1914. This was 
alled “parity.” 

Whereas the Federal Farm Board had limited its efforts to market 
erations, the Agricultural Adjustment Administration set up by the 
933 Act undertook to reduce production of farm products as a means 


* This history of agricultural legislation has been adapted from Part I of Turning the 
earchlight on Farm Policy (Chicago: The Farm Foundation, 1952). This report was 
epared by a Conference Committee of the Farm Foundation, chairmaned by Edwin G. 
Yourse, formerly chairman of the President's Council of Economic Advisers, and of 


yhich Professor Schultz was a member. 
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of raising their prices. This was clearly an attempt to boost prices by 
restrictionist tactics. However, in view of the fact that prices of farm 
commodities were then severely depressed, it was not unreasonable to 
refer to the process as “reflation” rather than by the more odious word 
“inflation.” The AAA was part of a three-point attack on general de- 
pression that included also an “industrial recovery” program and various 
monetary measures. 

This agricultural program was not limited to securing for farmers in 
general a larger purchasing power derived from higher market prices. 
For farmers who complied with production control programs, there was 
a system of direct “benefit payments.” These payments were designed to 
fill so far as possible any gap that might remain between their actual 
incomes and those they would get if parity price were fully realized. 
It was argued that impaired rural buying power had undermined the in- 
dustrial market and that restoration of this market demand would help 
speed industrial recovery. ... In January 1936, a Supreme Court decision 
held that the effect of the Agricultural Adjustment Act of 1933 was to 
control agricultural production in the several states and that this was an 
unconstitutional extension of federal powers. The processing tax, which 
was under attack in the case, could not thereafter be used for this illegal 
purpose. There followed a quick shift to the Soil Conservation and 
Domestic Allotment Act as a means of extending financial aid to farm- 
ers without running afoul of the Supreme Court ruling. This new Act 
provided for federal benefit payments or income supplements to farmers 
who complied with programs covering: “(1) preservation and improve- 
ment of soil fertility; (2) promotion of the economic use and conserva- 
tion of land; (3) diminution of exploitation and wasteful and unscien- 
tific use of national land resources; (4) the protection of rivers and har- 
bors against the results of soil erosion.” Under this law, farmers received 
substantial cash payments for diverting land from “soil depleting” to 
“soil conserving” crops and for following soil-improving practices as 
defined by the AAA. 

The Conservation Act of 1936 did not mark any essential change in 
the general policy of having the Federal Government give support to 
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ne farming industry. It did provide some new machinery for continuing 
wroduction control and farm income enhancement without use of the 
irocessing tax, voided by the Supreme Court. Instead of collecting from 
ne market what was paid to farmers, the law provided that this money 
¢ drawn from the Federal Treasury. Payments were to be made in 
mounts that would approach the existing formula of parity “at as rapid 

rate as the Secretary of Agriculture determines to be practicable and in 
he general public interest.” Similar concern for the general public had 
een expressed in the original Agricultural Adjustment Act, and that 
aw also had made provision for a Consumers’ Council, conceived as a 
rotection for the public against an undue advance of living costs. ... 
Che Soil Conservation and Domestic Allotment Act of 1936 was put 
orward and was accepted as a measure of permanent farm policy.... 
n order to clear up any doubts as to the legal status of marketing agree- 
nents and to make some changes in method suggested by experience, 
Songress passed the Marketing Agreement Act of 1937. By this Act the 
secretary of Agriculture is authorized, under specific market conditions, 
O enter into marketing agreements with producers, processors, and 
vandlers of agricultural commodities. The Secretary can also issue orders 
elating to prices which are applicable to all handlers following public 
earings and approval by vote of two-thirds of the producers concerned. 
This power applies only to a specified list of products, of which milk is 
he most important. These so-called “federal orders” are in effect in 
nany of the major fluid milk markets of the United States. Provisions 
vith respect to fruits and vegetables have been used principally in West 
Yoast and Southern states. 

Marketing agreements and orders entered into or issued under the 
\ct of 1937 enable producers and handlers to employ price-raising or 
rice-fixing practices that would be illegal under the Sherman Anti- 
rust Act. Parity price provisions place a ceiling above which prices can- 
ot be raised by use of the marketing agreement and orders machinery. 
The public hearings procedure provided under the Act presumably is in- 
ended to protect the public but may not be as effective as might be 
lesired because consumers are not well equipped to participate. . . . 
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From 1938 on, Farm Policy Became Price Boosting, Not 
Merely Cushioning against Severe Declines 


After only two years of operation under the Soil Conservation and 
Domestic Allotment Act, a new pattern of farm price support was set 
by the Agricultural Adjustment Act of 1938. This pattern has been fol- 
lowed down to the present time, though it has been considerably modi- 
fied by the circumstances of World War II. 

Price supports were, for the first time, made mandatory rather than 
discretionary. The law of 1938 required the Agricultural Adjustment 
Administration to support prices of wheat, corn, and cotton at not less 
than 52 percent nor more than 75 percent of parity under specified con- 
ditions. These conditions were: (a) that the production of the com- 
modity was in excess of a “normal year’s domestic consumption and ex- 
ports,” (b) that producers had not disapproved a marketing quota, and 
(c) that prices were below specified levels during the marketing year. 
The criterion of parity was continued in the form it had been given in 
the amendments of 1937, when taxes, interest on mortgages, and freight - 
charges were added to the formula. The Act of 1938 also permitted, but 
did not require, price supports on agricultural commodities other than 
wheat, corn, and cotton. At what point, between 52 and 75 percent of 
parity, the support price was to be set was left to the Secretary of Agri- 
culture, except in the case of corn. For this crop the Act prescribed a 
schedule which depended on the amount of the excess supply above 

“normal.” 

To get some control of supply and adjust it to expected market de- 
mand the 1938 law provided for the use of acreage allotments. The 
allotment device could be used for cotton and tobacco only if “market- 
ing quotas” also were put into effect. On wheat, corn, and rice, 
acreage allotments could be imposed even when marketing quotas were 
not in effect. 

The acreage allotment feature was broadly similar to the acreage 
controls under the original Agricultural Adjustment Act, and the 
penalty for noncompliance was loss of the price support or other in- 
come supplements. Under the marketing quotas, however, “something 


THE UNIVERSITY OF CHICAGO ROUND TABLE 17 


w was added”—a much stricter device than acreage allotments, 
ace producers are required to pay a penalty for marketing or feeding 
oducts in excess of their quotas. These penalties apply to all 
oducers, whether they are participants in the program or not. 
The legislation of 1938 also considerably expanded the loan and stor- 
€ program. This tended to make it easier for farmers to withhold 
ice-depressing supplies either according to their individual judg- 
ents or under the sanctions of the marketing quota system... . 
the legislation of 1938, all storable farm products were made 
gible for commodity credit loans. These loans were available only 
persons who “cooperated” with the price-support effort by com- 
ying with the acreage allotments where such a program was in 
fect. The law specified that any cotton or wheat loan could be 
ade only within a range of prices, from 52 to 75 percent of parity, 
the discretion of the Secretary. 
This was still in line with the economic philosophy of the original 
sricultural Adjustment Act, that the Federal Government, in the 
terest of national economic stabilization, should help the small- 
ale businesses of the agricultural industry to weather the extreme 
ice fluctuations of markets which are subject to sharp and sudden 
anges of both supply and demand. To this end, it was proposed 
equalize market conditions by withdrawing a commodity at a 
me of glutted markets and to liquidate these stocks when produc- 
yn was short or demand strong. In practice, however, the tendency 
is always been to discourage such liquidation. Thus, instead of 
rving a sound stabilization purpose, storage operations have tended 
become a device for maintaining prices above their free market 


ie. 


Under War Conditions Higher Prices Were Looked to 
for Stimulation of Farm Production 


In January 1941, the support price for each of the five “basic” com- 
odities—cotton, wheat, corn, rice, and tobacco—was raised to a man- 
tory 85 percent of parity. In July, the “Steagall Amendment” to 
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the Agricultural Adjustment Act of 1938 was passed. it provided that 
whenever the Secretary of Agriculture formally requested an increase 
in production of a commodity, he must support its price “through | 
a commodity loan, purchase, or other operation” at not less than 85 | 


percent of parity. Moreover, support at this level would be continued 
for two years after the end of the war. : 
In October 1942 the level, at which it was mandatory for the 


secretary to support prices of the basic commodities, was raised to | 
90 percent of parity (92.5 for cotton) and to not less than 90 percent | 
for the Steagall commodities. It was also provided that price ceilings | 
should not be set below parity or the highest price obtaining between 
January 1 and September 15, 1942. The items for which support prices 
were raised to 90 percent or more under this provision included soy- | 
beans, flaxseed, chickens, eggs, turkeys, hogs, milk and butterfat, dry | 


beans, potatoes, sweet potatoes, and American-Egyptian cotton. 


The effort to strengthen the farmer’s incentives to larger production | 


| 
er ; ' : : 
inevitably came into conflict with the general program of price con-| 


| 
| 
| 
trol legislation. President Roosevelt expressed concern lest farm in-| 
terests, under guise of needed “incentives for adequate farm produc. | 
tion,” were converting farm price supports into an apparatus of in- | 
flation. This danger resided in part in the parity formula itself and | 


partly in the willingness of farm interests to abandon parity as a’ 
criterion for the price structure and to invoke their strategic and | 


political strength to get more. The President, in fact, vetoed (in| 
August 1941) a bill which he felt was “designed to peg prices through | 
the arbitrary withholding of government-owned stocks from the! 
normal channels of trade and commerce.” | 

The Price Control Act of January 1942, while providing for price 
ceilings, specifically prohibited their application to farm products be- 
low 110 percent of parity or below their price on October 1, 1941, 
on December 1, 1941, or the average price between July 1, 1919, 
and June 30, 1929, whichever was highest. No ceiling was to be 
set on a farm product without the prior approval of the Secretary 
of Agriculture, and maximum prices for commodities processed or 
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anufactured from farm products had to “reflect” to farmers the 
aighest of the four alternative price bases provided for raw products 
of the farm. 

At the onset of World War II, agriculture was maintaining its 
ate of production but on a fairly low level of prices. Production rose 
rom 103 in 1938 to 137 in 1944. Industrial prices were relatively high 
as measured by the parity ratio (farm prices being 77 percent of 
darity in 1939 and 81 percent in 1940), but costs also were high since 
dlants were being used much below capacity. As the preparedness 
2ffort quickened the industrial pace, industrial output expanded 
rapidly, efficiency rose, and unit costs were reduced. Controlling in- 
dustrial prices was, therefore, relatively easier than controlling agri- 
cultural prices. 

Higher farm prices seemed necessary to bring expansion of agri- 
culture into poorer lands or to provide additional fertilizer, machinery, 
and other means of intensifying farm production. These higher prices 
also were demanded as a means of holding farm workers against the 
pull of high industrial wages. 

In this situation it was not difficult to get the 52 to 75 percent 
supports raised to a flat 85 percent in 1941 and to 90 percent in 
January 1942 (95 percent for cotton in June 1944 and 925 percent 
after that until January 1948) and to get a temporary prohibition 
against price ceilings at less than 110 percent of parity. The strength 
of the general market situation was such that the parity ratio rose 
from 81 in 1940 to 104 in 1942 and 113 in 1943. Dropping to 108 
and 109 in 1944 and 1945, it hit 113 and 115 in 1946 and 1947. 

Since crop conditions were generally favorable throughout the war 
period and since farmers did a fine production job with a reduced 
labor force, per capita farm incomes rose at a rapid rate during the 
preparedness period and the war years. Their advance was some 
‘wice as fast percentage-wise as the advance of city workers’ incomes 
and considerably faster than the rise in corporate earnings. Farmers 
argued that this improvement in their relative position was only 
1 reasonable catching up from their previous position of inferiority 
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in income and that, since some prices would almost certainly lag 
below parity, the ceiling should be above parity if they were to 
average 100. Those who had to administer price controls, however, 
insisted that if farmers received higher prices, it would be difficult 
not to make similar concessions in industrial prices and also in wages 
at many points where labor scarcity was brought about by war con- 
ditions. That is, any general scheme of price and wage control would 
become increasingly difficult, if not impossible, to administer. 

The Government faced a dilemma in trying to keep its policy 
of stimulating agricultural production in line with its policy of check- 
ing inflation. This was revealed in a joint statement issued by Claude 
Wickard, Secretary of Agriculture, and Leon Henderson, Director 
of the Office of Price Administration, shortly after the passage of 
the first Price Control Act. “The government intends to mobilize 
its full resources for all-out agricultural production at prices fair 
to farmers and consumers. Our aim is to stabilize living costs and 
prevent wartime inflation or postwar deflation. . . . Farm legislation 
and farm production controls for 1942 have now placed floors under 
the farm prices of all major products at levels sufficient (85 percent 
of computed parity) to protect farmers in carrying out a great in- 
crease in production. . . . Government-owned stocks of grains and 
cotton will continue to be used to supplement private stocks.” A few 
days earlier, Secretary Wickard had stated bluntly that farmers 
should be satisfied with parity and that he would use his best efforts 
to keep farm prices from going much beyond that level. However, 
market conditions tended to push these prices up very strongly. 

A Congressional compromise was reached in May 1943 whereby 
subsidies were paid to processors and distributors of certain important 
cost-of-living items. This permitted a rollback of retail prices without 
equivalent reductions in prices paid to farmers. The purpose of these 
subsidies was to keep consumers’ food bills down and damp off the 
full upward surge of food prices at a time when liquid spending 
power was very large and industrial products were not available on 
the market. A rise in food prices engenders demands for further 
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wage increases. The subsidies amounted to 5 cents per pound for 
Sutter, 4 cents per pound for cheese, 3 cents per pound for meat, 1 
sent per pound for sugar and potatoes, 1 cent per quart of milk and 
ser loaf of bread, and so forth. Some direct subsidy payments were 
also made, chiefly to dairy farmers, to offset certain extraordinary 
Mcreases in production costs which might either force further ad- 
vances in farm prices or check production of needed farm products. 

Farm spokesmen quite generally disliked and fought against sub- 
sidies as an adjunct of ceiling prices. They argued that the subsidy, 
though nominally paid to the farmer, was actually a subsidy to the 
consumer and insisted there was no reason why consumers should 
pe subsidized at a time when employment and wages were high. 
Nor did they relish the idea of going back to Congress each year for 
appropriations to continue subsidy payments. They preferred to have 
prices advance to the full extent permitted by market conditions or 
at least to 110 (some urged 125) percent of parity. They ignored 
the fact that further rises in farm prices would give labor an argu- 
ment for higher wages, which would be followed ‘by rising industrial 
prices. These would tend to remain high even when more competitive 


conditions returned to agriculture. 


High-Level Price Supports Continued after World War II 


With memories of the collapse of farm product prices after World 
War I still vividly in mind, agricultural policy makers took steps 
from 1941 to 1944 to project measures to insure the farmer against a 
similar decline after the close of World War II. As matters turned 
out, their fears proved exaggerated. The protective steps taken led 
to unfortunate consequences. 

When we emerged from the war, prices were still being held down 
by ceilings on a considerable list of farm products. When these were 
removed in 1946, many farm prices advanced rapidly. This in part 
reflected a general adjustment to the “suppressed inflation” of the 
price-ceiling period but it also reflected a very large demand from 
abroad, caused by world shortages of food. This rise in farm prices 
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was accentuated by poor harvests in many places in 1947, including 
corn in the United States and small grains in Europe. 

Except for a sharp dip in February and March 1948, farm prices 
did not definitely turn downward until 1949. During the early postwar 
period, the effect, if any, of support prices was anti-inflationary to 
whatever extent they helped maintain production by allaying fear 
of a rapid downturn in prices. Only in minor crops like potatoes did 
difficulties arise, foreshadowing the more general effects of high price 
supports from 1948 on. 

With larger crops in 1948, some weakening in foreign demand 
because of larger crops abroad, and the coming of the inventory 
recession of 1948-49, the full effects of the high-level price supports 
began to emerge. The Commodity Credit Corporation accumulated 
large stocks of wheat and corn. Acreage allotments were established 
for corn and wheat for the 1950 crop season, while both acreage 
allotments and marketing quotas were established for cotton. In this 
period the continuation of high price supports caused the accumula- 
tion of stocks in storage and thus operated to check the decline in 
farm prices. Provision had also been made for using acreage controls 
in 1950 to create shorter market supplies, but the outbreak of war in 
Korea touched off another general inflationary movement. 

On the other hand, the release of supplies accumulated in storage 
helped to moderate the price increase in the case of some commodities, 
such as cotton and butter. Acreage restrictions were dropped on 
1951 crops except for tobacco and winter wheat. For the latter, acreage 
allotments were finally dropped although they were still in effect 
when the crop was sown. Also, price supports for potatoes and 
eggs were eliminated. 

The high level of wartime price supports, designed to stimulate 
production and guard against a postwar deflationary break, would 
have expired on December 31, 1948. Members of Congress and others 
who had long been proponents of agricultural adjustment devices 
geared to economic stabilization began, well in advance of that time, 
to consider the need for permanent peacetime legislation. The Aiken 
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Sill of 1948 in its broad outlines embodied a return to the principle 
f flexible support of agricultural prices. It proposed that the sup- 
ort level be lowered in proportion as supplies outran “normal” 
onsumption requirements—60 percent of parity if the crop were 
30 percent of normal. If supplies fell below normal requirements, 
he support level would be raised (90 percent of parity with a 70 
vercent crop). In such a case, however, the price would in all prob- 
bility rise above parity except in the particular condition where 
he 1909-14 relationship was grossly out, of step with present con- 
litions of production and market demand. 

The point of view embodied in this law was that, under such flexible 
upport provisions, there would be restored to the market a sub- 
tantial part of its traditional function of guiding the farmer as to 
what to grow and how much of each product. It was not claimed 
hat there would be a completely free and perfectly functioning 
narket if this flexibility were introduced or even if all existing gov- 
‘rnment price controls were dropped. There are many private con- 
rols or restrictions. But such defects in the market system are not 
emedied by government price supports under a generally and con- 
inuously operating parity formula. 

The Aiken bill was not warmly received. Many farmers found 
he inflationary situation they had been enjoying for several years 
o be so pleasant a way of economic life or were so fearful of the 
isks involved if supports were lowered, that they shrank from being 
xposed in the future to the more competitive pattern of free markets. 

The Agricultural Act of 1948 extended for the year 1949, with 
ome modifications, the level of price supports which had been set 
1p in the wartime acts. It also extended the mandatory support for 
yoo! which had been provided in a special act in 1947. The 1948 
Act took a step in the direction of modernizing the parity formula 
yy adjusting price relationships between one farm product and 
nother to conform better to the relationship that had developed 
n the market during the recent ten-year period. Title II of the 1948 
\ct set forth the support provisions of the Aiken flexible-support 


Va) THE UNIVERSITY OF CHICAGO ROUND TABLE . 


bill (at 60 to 90 percent of parity), but in general it postponed the 
beginning of their operations until early 1950. The Act was thus a 
compromise, in which the principle of flexible support was given 
recognition but supports were left high and rigid in fact. 

The Agricultural Act of 1949 (now in effect) retains some of the 
flexible principle, but with many qualifications. It sets up a price- 
support range of 75 to 90 percent of parity according to the ratio 
that supply at the beginning of the market crop year bears to normal 
supply. This applies to all the “basic” crops except tobacco, where 
the support ratio is 90 percent. The law contained the further limita- 
tion that this ratio could not be less than 90 percent for the 1950 
crop or less than 80 percent for any 1951 crop where marketing 
quotas or acreage allotments were in effect. 

The Secretary is directed to support another group of products, in- 
cluding soybeans and wool, at 60 to 90 percent of parity, and milk 
and butterfat and their products at 75 to 90 percent. He may support 
other products at not in excess of 90 percent of parity. But the Secre- 
tary was given authority after proper hearings to support at a level 
in excess of the maximum prescribed in the Act in order to prevent 
or alleviate a shortage involving national welfare or defense needs. 
Presumably the flat 90 percent supports on the basic and certain other 
crops were continued in 1951 under authority of this provision. 


